A prominent feature of European integration is its differentiated character, which refers to a state of territorial or horizontal fragmentation across different policy areas In a horizontally fragmented polity, E member states demand opt outs from sectoral policy integration, monetary integration being the prime example. Moreover, non-EU member states are granted participation in certain EU policy regimes, such as the Schengen area or the common market.
Introduction
An increasingly prominent feature of European integration is its differentiated character. After several decades of relative stagnation, the integration process was re-launched with the Single European Act (SEA) in the late 1980s and the Treaty of Maastricht in the 1990s. At the same time, several EU member states demanded opt-outs from sectoral policy integration, monetary integration being the prime example. Moreover, non-EU member states were granted participation in certain EU policy regimes, such as the Schengen area or the common market. Differentiated integration points to a process of territorial or horizontal fragmentation, which runs counter to the notion propagated by the EU s founding fathers of establishing an ever closer union in which uniform integration among its member states would be the norm. The goal of this chapter is twofold. First, we introduce differentiated integration as a concept to capture variation in the extent to which policy areas are integrated horizontally.
Moreover, we illustrate patterns of differentiated integration by distinguishing between core state powers and non-core state powers. Second, we employ the explanatory model presented in the framework chapter to explain patterns of differentiated horizontal integration in the EU. For instance, is monetary policy integration characterized by internal differentiation, whereby a substantial minority of EU member states has not adopted the common currency? Why do EU member states opt out of being part of the Schengen area while, at the same time, non-EU member states have signed up to the measures abolishing border controls? Why is the (p.190) internal market characterized by uniform integration, with all EU member states taking part in it? Moreover, why do non-EU member states wish to oin the EU s internal market by participating in the European Economic Area (EEA)?
In this chapter, we argue that differentiation results from an interaction of the relative depth of integration and the attributes of a policy area. We argue that for non-core state powers, such as the policies pertaining to the establishment of the common market, there is a rather small likelihood of so-called internal differentiation, meaning that EU member states opt out of specific policy regimes. At the same time, there are considerable incentives for non-EU member states to join since functional motives are not constrained by identity concerns. For core state powers, we argue that there tends to be a higher likelihood for internal differentiation the deeper policy integration and hence more centralized decision-making becomes. The reason for this is that transferring sovereignty in matters of core state powers, such as monetary or defence policy, tends to trigger critical reactions by Eurosceptic publics.
Core State Powers and Differentiated Integration: Conceptual Clarifications
Core state powers, i.e. coercive power (military and police), public finance, and public administration, have been integral in the process of modern state building. Consequently, when the locus of decision-making for core state powers shifts from the nation state to the supranational level, we witness a move towards increased state-ness of the EU. The main thrust of this chapter is that the shifts towards increased state-ness of the EU do not proceed in a uniform fashion, but are characterized by territorial or horizontal differentiation. Such differentiation captures variation in the participation of member states and nonmember states across policies. Some integrated policies apply to the entire EU (and even to several non-member states) whereas others exclude or exempt EU member states. Not all EU member states are participating uniformly when new policies are being integrated or new levels of centralization agreed upon. As a consequence, opt-outs or measures of flexible integration have come to leave their imprint on European integration. Moreover, non-EU member states participate increasingly in EU policies, thereby adopting a policy sector specific acquis. For example, while EU member states, such as the UK and Ireland, have decided to opt out of Schengenland , the EU s policy of unrestricted crossborder travel, non-EU (p.191) members, such as Switzerland, Norway, Iceland, and Liechtenstein have signed up to the Schengen regime.
We distinguish between four qualitatively different constellations of territorial differentiation: (1) the uniform, complete and exclusive application of treaty rules (no differentiation), (2) external differentiation, (3) internal differentiation, and (4) the combination of external and internal differentiation. In the first case, EU rules apply uniformly and exclusively to all member states. This is the paradigmatic case of integration, which adequately describes the first four decades of the integration process. Ardent Euro-federalists still equate differentiation with fragmentation and consider it a threat to the integration project and a violation of the founding fathers ideal of attaining ever closer union .
If, however, EU rules apply uniformly to all member states but outsiders formally adopt these rules as well, we observe an externalization of the acquis communautaire (external differentiation). The free movement of goods and services is a telling example: all 28 members of the EU are subject to the provisions governing the free movement of goods and services. However, the non-EU member states of the EEA, Iceland, Liechtenstein, and Norway, have also enacted EU legislation on the free movement of goods and services. The EU s internal market is thus effectively extended to the whole of the EEA.
Switzerland, which is not a member of the EEA, has negotiated bilateral agreements with the EU, one of which covers trade in industrial goods. It can thus be argued that the provisions governing the free movement of goods and services extend beyond the ring of EU member states, to cover 30 states (or even 31, if we also include Switzerland).
A third form of differentiation is internal differentiation: EU rules cease to apply uniformly to all EU member states, since individual member states decide to opt out of membership in a particular policy area. The Treaty of Maastricht marks a milestone in this regard as it paved a legal avenue for this form of differentiation. Opt-outs with regard to two core state powers are paradigmatic in this regard. In monetary policy two member states, Denmark and the UK, negotiated concessions so that they could opt out of the single currency. Presently, 18 out of 28 EU member states have renounced their domestic currencies in favor of the Euro. With a view to security and defence policy, where the Treaty of Maastricht equally marked a watershed by deepening the level of centralization, Denmark was granted an opt-out in defence-related matters. The trend that started in Maastricht continued in the Treaties of Amsterdam, Nice, and the Lisbon Treaty which formally enshrined and extended the possibility for territorial differentiation via the mechanism of enhanced cooperation to security and defence-related (p.192) matters. The Lisbon Treaty thus highlights and expands the formal possibility to form subgroups of the willing .
Fourth, external and internal differentiation can be combined. This occurs when insiders , one or more EU member states, decide to opt out of a certain policy while outsiders , one or more non-EU member states, opt in by subjecting themselves to EU rules. A prominent example is the Schengen border regime. Following its inception in 1985, many EU member states have joined the border regime (with the exception of Bulgaria, Cyprus, Ireland, Romania, and the UK) as well as four non-EU member states, Iceland, Liechtenstein, Norway, and Switzerland. Currently, Schengenland an area without internal border controls and a uniform external border consists of 2 states. In the remainder of this chapter, we explore the relationship of these types of differentiation with the integration of core and non-core state powers.
Patterns of Differentiated Integration: Comparing Core State Powers with Non-core State Powers
In this section, we present the data on differentiated integration for core state powers as well as for non-core state powers. We group different policy areas into two broad categories, core state powers and non-core state powers. The former comprise matters of external security (i.e. security and defence policy) as well as internal security (i.e. criminal and domestic policies), fiscal, monetary and tax policies. The latter category comprises regulatory policies (i.e. market-making and market-correcting policies) as well as expenditure policies, such as the common agricultural policy, cohesion policy and research and development (R&D). decades of European integration uniformity was the rule and there was (if at all) only temporal differentiation (in the context of enlargement rounds). The 1980s mark a watershed: differentiation took off with the SEA and it has become more prominent and diverse since then. Currently, less than half of the 18 policy areas still conform to the idea of uniform and complete integration among all EU member states. In addition, we find significant variation in the types of differentiation across policy areas.
(p.193)
Inspecting the 2010 data more closely, the distinction between core and non-core state powers seems to correspond closely to particular patterns of differentiation (see Table 10 .1). Beginning with non-core state powers, two types of territorial differentiation dominate the picture: uniform integration and external differentiation. At the same time, there is no internal and no external and internal differentiation in the integration of non-core state powers.
We can further classify non-core state powers into regulatory and expenditure or distributive policies. This classification reveals that the external differentiation of integration of non-core state powers is dominated by regulatory policies, both market-making (economic freedoms) and marketcorrecting, such as environmental regulation, consumer protection, occupational health and safety standards, labour, competition, and industry policy. Only research and development as well as transport policies have a decidedly distributive component. By contrast, the most important (and costly) expenditure policies of the EU remain uniformly integrated and reserved for member states: agriculture, cohesion, and welfare.
The pattern of differentiated integration for core state powers is different than for non-core state powers. We witness uniform integration in fiscal policy (which is already becoming internally differentiated in the context of the Euro-crisis ) and taxation (albeit at a rather low level of integration), internal differentiation in monetary as well as security and defence policy, and a combination of internal and external differentiation in the fields of domestic (p.194) We will now turn to explaining the aforementioned patterns of differentiated integration over time and across policy types. Three questions about the integration of core state powers stand out. First, why is internal differentiation limited to the integration of core state powers? Second, why is external differentiation so much more frequent in the integration of non-core state powers than in the integration of core state powers? Finally, why are some core state powers uniformly integrated whereas the integration of others is differentiated?
10.4 Explaining Patterns of Differentiated Integration: Core State Powers, Identity, and Politicization
In their Introduction to the volume, the editors propose a demand-and-supply framework for explaining the integration of core state powers. It links demand to policy externalities and economies of scale, and supply to willingness and capability driven by either majoritarian or non-majoritarian actors (Genschel and Jachtenfuchs, this volume). Such a framework is also useful for mapping explanations of differentiation ).
First, differentiated integration can be understood as a response to differences in demand. Countries are differentially affected by policy externalities or benefit differently from economies of scale. At the level of policy areas, we (p.195) can formulate the following conjecture: Integration in a policy area is the more likely to be differentiated, the more differently the states participating in integration are affected by externalities and economies of scale in this policy area. This is in essence a functionalist hypothesis: patterns of integration follow patterns of interdependence.
Conversely, supply-side explanations of differentiated integration come in a neofunctionalist or a postfunctionalist variety. Whereas neofunctionalism predicts oversupply, postfunctionalism expects undersupply relative to demand.
If we assume a given demand-side pattern, the non-majoritarian actors of European integration such as the Commission, the Court, or the European Central Bank use their competences and capabilities to uphold or increase uniform integration by stealth . For instance, the Commission tends to make uniform legislative proposals, the Court cares about a uniform application of European law, and the European Central Bank seeks to preserve the Eurozone.
Correspondingly, integration in a policy area is the more likely to be differentiated, the weaker the capabilities of (non-majoritarian) supranational actors are in this policy area. This is the neofunctionalist hypothesis.
By contrast, postfunctionalism (Hooghe and Marks 2009 ) stresses the constraints of public, majoritarian politics on demand-based integration. Publics and voters are likely to reject or limit integration if they perceive themselves as economic losers of integration or if they perceive supranational integration to undermine their national or regional identity. Low politics areas with weak redistributive impact or weak relevance for national identity are weakly politicized and can thus escape the constraining dissensus (Hooghe and Marks 2009) . They are conducive to uniform integration provided that demand is homogeneous. But high politics areas profoundly affect national sovereignty and identity; they are characterized by transnational distributional conflict, and as a consequence tend to be more politicized and are less likely to be integrated in Eurosceptic countries. Correspondingly, integration in a policy area is the more likely to be differentiated, the more politicized this policy area is.
How do these arguments map onto the distinction between core and non-core state powers, on the one hand, and the different types of differentiated integration, on the other? As for core and non-core state powers, there is no theoretical reason to assume that they differ systemically with regard to demand for integration. In principle, security or fiscal and monetary interdependence may be as strong and heterogeneous as interdependence in, say, transport, the environment, or trade. By contrast, there is a theoretically plausible distinction between core and non-core state powers as concerns the supply side of integration.
(p.196) First, we assume that organizations are unwilling to give up or share those powers that are constitutive for their identity, are crucial for their autonomy and survival, and provide them with a competitive edge over other types of organizations. Almost by definition, states are thus unwilling or reluctant to transfer core state powers to supranational organizations. This entails that the capabilities of non-majoritarian supranational organizations are likely to be comparatively weak in policy areas belonging to the realm of core state powers and are thus unable to prevent or constrain differentiation.
Second, and more importantly, the integration of core state powers is likely to be more politicized than the integration of non-core state powers because core state powers are highly relevant from the vantage point of national identity. The national currency and the national army are far stronger symbols of national identity than the national competition authority or trade commission; giving up control of borders, migration, and defence is likely to be considered a stronger identity threat than giving up control of trade, transport or research policies; and the integration of fiscal policy requires more transnational solidarity than the integration of environmental policy.
Following this line of argument, core state powers are less likely to be supranationally integrated than non-core state powers. If the latter are integrated, integration should occur at a lower level of centralization than the integration of non-core state powers . Moreover, we are most likely to see the uniform integration of core state powers if integration remains at an intergovernmental level of centralization. As long as joint decisions regarding core state powers are taken unanimously and competences are not delegated to supranational organizations, national governments remain in charge and national identity is not threatened. As a result, there is a good chance that integration is not politicized.
This applies to the areas of core state powers classified as uniform integration in Table 10 .1. Taxation is one of the few policy areas that still require unanimous decisions in the Council. Fiscal policy is weakly integrated as well. It is regulatory rather than redistributive, and its regulatory core, the Excessive Deficit Procedure, is intergovernmental in essence: it does not involve the Court or the Parliament, and the decision to impose sanctions requires a qualified majority of member states. Intergovernmental decision-making is not a sufficient condition for uniform integration: defence policy is internally differentiated (but only very slightly) in spite of intergovernmental procedures. Yet, there is no uniform supranational integration of core state powers. In line with this pattern, the strengthening and supranationalization of fiscal surveillance has led to internal differentiation: the quasi-automatic sanctions of the reformed Stability and Growth Pact only apply to Eurozone countries, and the UK and the Czech Republic refused to sign the Fiscal Pact.
(p.197) Internal differentiation thus results from the integration of core state powers, which produces concerns about state autonomy in general and national identity in the more Eurosceptic member states in particular. These member states support the supranational regulation of the internal market but are opposed to more centralization of core state powers at the EU level. External differentiation is the mirror image of internal differentiation. States that are unwilling and unable to join the EU due to the opposition of Eurosceptic publics and electorates, but are strongly interdependent with the EU s internal market are willing and able to adopt the EU s non-politicized market-related regulatory policies. On the basis of these theoretical considerations regarding demand-andsupply conditions of integration, we can now formulate general explanations for the patterns of differentiation established in the previous section.
The strong correlation between internal differentiation and the integration of core state powers is explained by the politicized nature of integration in these policy areas. Member states do not seek opt-outs from the integration of noncore state powers because it does not produce high autonomy costs or identity concerns. We therefore do not find internal differentiation in the integration of non-core state powers. By contrast, comparatively Eurosceptic member states, which garner strong identity concerns, tend to seek opt-outs from the integration of core state powers. We therefore find internal differentiation in integrated policies that affect core state powers, and the likelihood of internal differentiation increases with the supranational centralization of these policies.
External differentiation in the area of core state powers does not exist because states opposed to supranational centralization in policy areas relating to noncore state powers refuse the supranational integration of core state powers a fortiori. They do, however, seek access to the internal market if demand based on externalities and economies of scale is high. This demand produces the external differentiation of non-core state powers.
Starting from these theoretical considerations and their broad empirical fit with patterns of differentiated integration across core and non-core state powers, we now turn to case studies of specific policy areas that represent different configurations of state powers and differentiation. Market integration is the most important policy area of European integration involving non-core state powers. It is characterized by a combination of significant external differentiation while lacking internal differentiation. It is also an important contrast case for the three case studies of integration regarding core state powers that follow since it allows us to capture the full range or variation of horizontal differentiation (see Gerring 2007: 97 8) . Monetary policy is the policy showing the largest extent of internal differentiation but no external differentiation in the EU. The Area of Freedom, Security, and Justice (AFSJ) pertains to policies of border control and cross-border police and judicial cooperation. (p.198) It is also an interesting case because it combines internal and external differentiation. Finally, we examine security and defence policy, which is an area involving core state powers with almost uniform integration. It is characterized by only very weak internal differentiation. The EU s internal market shapes the patterns of state-market relations in Europe. Internal market policies affect citizens as consumers, producers, traders, or employees. Even though market integration has been at the heart of the European integration project since the 1950s, we will concentrate our discussion on the SEA, which can be considered a major milestone of the socalled Relance Européenne of the 1980s. By examining the enactment of the internal market programme in the 1980s we argue that market integration in Europe can be explained without necessarily referring to the post-Second World War context.
Starting from the demand side, how can we account for the move towards the adoption of the internal market programme? The key explanatory factor is economic interdependence, which can be viewed as a necessary condition for market integration to ensue. Increasing levels of economic interdependence generate policy externalities, which in turn create a demand for integration by regulation and supranational policy coordination (see Moravcsik 1991; Mattli 1999; Mattli and Stone Sweet 2012) . Policy coordination can be either geared towards eliminating barriers to trade (negative integration) or correcting for market failures (positive integration), e.g. via means of economic or social regulation (see Scharpf 1999) . Interest groups and transnational market actors were among the main demandeurs of supranational rules. The purpose of these rules was to destabilize and replace domestic rules and regulations, which hindered the free exchange of goods and services. Moreover, supranational actors the Commission and the Court readily provided supranational rules and played a crucial role in advancing both market-making as well market-correcting measures (Stone Sweet and Sandholtz 1997; Stone Sweet and Brunell 1998; Fligstein and Stone Sweet 2002; Mattli and Stone Sweet 2012) . This view is partially challenged by research, which claims that the demand for integration is not funneled through transnational and supranational channels, but is provided by governments, which respond to demands by dominant domestic interest groups (most notably producer groups). According to this perspective, economic interdependence is still a (p.199) necessary condition for market integration, but successful market integration could only ensue once the economic policy preferences of the governments in France, Germany and the UK converged in the mid-1980s. Governments in these three member states turned to neoliberal economic policies, following the perceived failure of Keynesian economic policies (see Moravcsik 1991 Moravcsik , 1998 . 2 In sum, the lack of internal differentiation in market-making policies rests on the following dynamics. First, economic interdependence was the critical driving force for market integration since policy externalities and economies of scale exercised a strong effect on all EU member states. Second, since the benefits of market integration were not evenly distributed among all EU member states, the economically weaker southern states demanded compensatory measures from the economically stronger northern states, most notably Germany, France and the UK. By expanding the structural funds, market-integration was made sufficiently attractive for the economically weaker and less competitive member states (Moravcsik 1998: 367 ).
Yet, interdependence did not only generate a demand for market integration inside the community. Market integration is not a case of uniform integration, as we have shown previously. It is characterized by external differentiation since non-EU member participate in the EU s internal market. Not only do transnational economic exchanges tend to be more intense and dense than transnational exchanges in non-economic policy fields, they also tend to cover a wider geographical space: globalization is most pronounced in international trade. Market integration thus generates negative externalities for EU outsiders and produces geographical spill-over . The desire to obtain full access to the internal market in order to avoid trade diversion and discrimination has been one of the most important reasons for non-member countries to seek accession to the EU and for the EU to move from six to twenty-seven members (see Mattli 1999) . But short of enlargement, market integration has led to external differentiation, of which the establishment of the EEA is an important example. The EEA incorporates the European Free Trade Area (EFTA) countries of Iceland, Liechtenstein, and Norway into the internal market. Moreover, Switzerland is closely associated to the internal market through bilateral treaties. Akin to EU candidate countries, EFTA states faced negative externalities from the single market project, fearing discrimination through diversions in trade and investments (see Mattli 1999) . As a result, they took up the Commission s idea of negotiating a global agreement that would ensure access to the single market resulting in the EEA agreement, (p.200) which coincides with a small time lag with the deepening of the European integration project through the single market programme.
Turning to the supply side, we need to explore the plausibility of the neofunctionalist and postfunctionalist hypotheses. To inform the neofunctionalist hypothesis, we ask how capable supranational actors are in driving the integration process. Addressing the postfunctionalist hypothesis, we need to know how politicized and contested market integration policies are in the case at hand. We argue that the lack of internal differentiation can be attributed to the low level of political contestation of issues pertaining to market integration. As the autonomy and identity costs of market integration are relatively low, there is no reason for governments to forego the benefits of market integration and seek opt-outs. Moreover, supranational actors most notably the Commission and the Court have been the main drivers of market integration, laying the foundation upon which the SEA was constructed (see, for example, Alter and Meunier-Aitshalia 1994; Stone Sweet and Brunell 1998). Yet, the high level of capacities and activism of supranational actors in this policy area has not created identity-driven popular backlashes: the permissive consensus reigned in the early EC member states and the unity of market integration could be preserved.
Turning to external differentiation, the case of the EEA illustrates that high interdependence with the EU leads to demand for outsiders to participate in the EU s internal market. Yet, two situations of external differentiation need to be distinguished where high levels of demand meet different supply conditions:
in the first case, high interdependence coincides with Eurosceptic majorities in non-EU member states, such as in Norway or Switzerland. In these countries, the accession of their country to the EU has been repeatedly rejected by popular referendums. At the same time, these countries have adopted the large majority of internal market rules in order to gain unrestricted access to the vast market in their neighborhood on which they depend for most of their exports and imports. In the second case, countries such as Turkey or Serbia have not been admitted by the EU member states because their governments have long been, and still are to some extent, unwilling to meet the EU s identity-based political conditions for membership, which has stirred domestic opposition in EU member states. They have been associated with the internal market nevertheless because of their strong economic interdependence with the EU and because the EU regards association as a way to tie these countries to its practices and values. In sum, whereas the absence of internal differentiation in the internal market is an effect of high interdependence, supranational activism and low levels of political contestation, external differentiation is a way to deal with high interdependence in spite of high levels of political contestation over a membership perspective. The monetary system of a people reflects everything that the nation wants, Monetary policy is thus a suitable case to look into the correlation between the supranational integration of core state powers and internal differentiation.
Following the demand-and-supply framework for analysing integration, internal differentiation could either result from heterogeneous demand or heterogeneous supply (willingness and ability). The analysis also needs to take into account that internal differentiation comes in two forms. First, there are those EU member states, which have deliberately opted out from the currency union: Denmark, Sweden, and the UK. By contrast, the new member states joining after the introduction of the Euro were not immediately admitted to the Eurozone but first had to meet the convergence criteria. Six out of the 13 new member states have adopted the Euro in the meantime. As differentiation appears to be a transitional phenomenon in (p.202) the case of most new member states, we focus on the deliberate opt-outs of the old member states.
The opting out of Denmark, Sweden, and the UK are difficult to account for by demand and require a supply-side explanation. The supply-side explanation, in turn, cannot be based on capability. Rather, the rejection of monetary union by these old member states is fundamentally driven by identity concerns and the domestic politicization of integration. As for demand, the opt-out countries are open and trade-dependent economies. Denmark and Sweden in particular conduct roughly 70 75 of their foreign trade with the rest of the EU. As for capability, neither Denmark nor Sweden would have had any problems in meeting the convergence criteria for EMU, and the UK was also closer to fulfilling them than most of the southern member states that eventually adopted the Euro. As for willingness, the macroeconomic preferences of these three countries for fiscal discipline and inflation targeting were very much in line with the principles of EMU and again closer to them than the preferences of the southern member states.
The most plausible explanation for differentiation is therefore the postfunctional one. According to a poll in 1992 (Eurobarometer 38), the UK and Denmark were two of three countries (the third one being Ireland) whose citizens feared most strongly the loss of national identity in European integration. Denmark and the UK were the only two countries in which both the Treaty of Maastricht and the single currency were opposed by majorities. Sweden joined the EU in 1995 as a result of a close accession referendum. From day one, the Euroscepticism of the Swedes has been similar to that of the British and the Danes. In 1995 (Eurobarometer 43), support for European unification was lowest in the UK, Sweden, and Denmark; and the share of respondents with exclusive national identities was even higher in Sweden than in the UK. Weak support for further European integration, a comparatively negative image of the EU, and extremely low support for the Euro have remained consistent features of the public opinion in these three countries. The data support the claim that the Euro is about identity politics and political visions of European order (Risse et al. 1999: 175) .
The postfunctional explanation is further strengthened by the observation of an elite-mass divide in these countries. In Denmark and Sweden, it took popular referendums for the mass-level identity-based opposition to the Euro to assert itself against Euro-friendly elites. Even though the British government has rejected supranational monetary integration from the very start, it also constrained its room for manoeuvre by the promise to hold a referendum should it want to introduce the Euro. By contrast, the German constitution does not provide for treaty ratification by popular referendum. As a result, popular majorities against the Euro have not been able to assert themselves against the pro-Euro mainstream parties. Comparatively Eurosceptic (p.203) identities together with domestic institutions, which made it possible for them to constrain government policies, have forced governments to abandon integration policies they considered to be in their economic interest. To this day, the Danish Krone is pegged to the Euro.
Like all core state powers, the Area of Freedom, Security, and Justice (AFSJ) formerly called Justice and Home Affairs (JHA) is a latecomer on the scene of European integration. Prior to the nineties, this policy area was hardly a topic on the political agenda. Since then, it has displayed an impressive dynamic. The AFSJ encompasses a broad array of internal security policies, ranging from border checks, asylum and immigration policies, judicial cooperation in civil matters, judicial cooperation in criminal matters, to police cooperation. These policies constitute core state powers par excellence, since they all crucially relate to the capacity of states to provide internal security. Schengen is thus a case of external and internal differentiation. Non-EU member states are members of the Schengen area (Iceland, Norway, (p.204) Switzerland, and Liechtenstein) while some EU member states have decided to remain outside (the UK and Ireland have opted out of Schengen, Cyprus has not yet implemented it, Bulgaria and Romania still have to fulfill the necessary criteria for joining the Schengen group). As to the demand side of integration, there is a clear linkage between the abolition of border controls and the promotion of the four freedoms in the 1980s, which were underpinning the common market project, in particular, the free movement of persons.
Demand for integration was voiced by governments as well as by nongovernmental actors. Transnationally operating businesses criticized the tedious and time-consuming border controls that were considered to obstruct the smooth movement of goods and persons (Lavenex and Wallace 2005) . Schengen explicitly expresses the goal to facilitate the transport and movement of goods at the borders of the contracting parties. This goal is intimately linked to the completion of the internal market and the logic of policy externalities: the gains from market integration can only be fully captured when border controls between the trading states are abolished. This logic found support in the five signatory states of the Schengen agreement. In fact, border controls between the Benelux countries had already been scrapped in 1960.
At the same time, the Schengen rules encountered reluctance in more Eurosceptic states. While its geographic location sets the UK slightly apart from other member states, there seems more to British reluctance than its isolated geographic location, which limits interdependence. The scrapping of border controls was considered an assault on state sovereignty and the UK s identity as island nation . Euroscepticism thus seems to have acted as a constraining force for the question of joining Schengen (see Wiener 1999) . impact the course of integration disconfirms the expectations of the neofunctionalist hypothesis. The governments of the signatory states remain the key actors and hence the main suppliers of integration. Initially, Schengen was not even formally part of the treaties before Amsterdam, and when JHA were introduced as the third pillar of the Maastricht Treaty, decision-making remained intergovernmental.
As in the case of the internal market, external differentiation is a response to interdependence in the face of identity-driven accession constraints. As in the case of monetary policy, the most plausible explanation for internal differentiation in security and defence policy is the postfunctional one. On the eve of the ratification of the Maastricht Treaty, Denmark was one of only three countries whose citizens feared most strongly the loss of national identity in European integration. The referendum, which had to be called in Denmark, to enable the passing of the Maastricht Treaty, was held against the backdrop of a strong elite-mass divide on the future course of European integration. The political elites endorsed further integration, while the public was decidedly Eurosceptic. Even though the majority of Danish citizens were in favor of market integration, they were opposed to further integration in areas such as foreign policy, defence and a single currency (Hobolt 2006: 632; Pedersen 2006; Olsen 2007 ).
Is Denmark simply being the odd country out ? Why do we not observe more internal differentiation in the area of security and defence? The lack of supranational actors capacity to press for further integration as well as the potential of security and defence matters to become subject to politicization actually points towards more rather than less (internal) differentiation. Yet, the low level of supranational centralization in this policy area which is endogenous to these two factors has thus far prevented more states from demanding opt-outs. Counterfactually speaking, we would expect to see more internal differentiation if there was, for example, an initiative to form a European army. The inclusion of permanent structured cooperation in the Lisbon Treaty, which allows EU member states to enter into closer cooperation to enhance European defence capabilities, can be interpreted along these lines: Deeper integration is likely to meet a growing resistance of publics that are Eurosceptic and concerned about the implications of further integration on their national identity (as long as these identities are viewed as exclusive). Differentiation can, at least partially, reconcile this tension.
(p.208) 10.6 Looking Backward to Look Forward: Trajectories of Differentiated Integration
Our analysis has revealed some interesting patterns of differentiated integration in Europe. Most importantly, we find evidence for a link between the depth of integration and increasing differentiation. Our analyses suggest that the higher the level of centralization in a policy area the more likely territorial differentiation in this area becomes. In our selection of policies, defence policy is the least integrated, i.e. centralized policy area and displays only weak internal differentiation with only Denmark having implemented an opt-out. A second example is the EEA an instance of external differentiation that ensued as a consequence of the deepening of market integration through the Single Market programme. The deepening of market integration incurred negative externalities for the EFTA states, enticing them to seek closer cooperation with the EU for economic reasons. Note that the high costs imposed by the EEA for the EFTA states these states have to sacrifice substantive autonomy in market-related policies have led Austria, Finland, and Sweden to demand EU membership.
Deeper integration can thus drive outsiders in and, at the same time, it can drive insiders out. The pulling power is functional as in the case of the EEA the From our perspective, differentiation is likely to increase further. Deeper integration of policy areas is likely to meet a growing resistance of increasingly identity-concerned and Eurosceptic publics. In addition, with an increasing number of member states heterogeneity is likely to grow. From this perspective, differentiation can at least in parts reconcile the tension between deepening and widening. The current developments in EMU might lead to a new development in the history of European integration, namely the dropping out of countries from an established policy regime. In the worst of scenarios, the important spill-over dynamics that we identified in this paper, might actually also work as spill-back (see Lindberg and Scheingold 1970: 137) . 
